
COMMONWEALTH OF KENTUCKY 

BEFORE THE UTILITY REGULATORY CONMISSION 

* * * * *  

I n  t h e  Matter o f :  

THE APPLICATION FOR AN 1 
ADJUSTXENT OF THE RATES ) CASE NO. 7869 
OF AUXIER WATER COMPANY, INC. ) 

O R D E R  

On May 2 7 ,  1980, Auxier  Water Company, I n c . ,  h e r e i n a f t e r  

r e f e r r e d  t o  as t h e  A p p l i c a n t ,  f i l e d  w i t h  t h i s  Commission its 

a p p l i c a t i o n  s e e k i n g  a p p r o v a l  of a p roposed  i n c r e a s e  In i ts  w a t e r  

service rates. 

The case was se t  for h e a r i n g  a t  t h e  Commission 's  o f f i c e s  

i n  F r a n k f o r t ,  Kentucky,  on  August 27,  1980. A l l  p a r t i e s  of 

interest were n o t i f i e d  i n  t h e  m a n n e r  p r e s c r i b e d  by t h e  Kentucky 

Revised  S t a t u t e s .  The Consumer I n t e r v e n t i o n  D i v i s i o n  of t h e  

A t t o r n e y  G e n e r a l ' s  o f f i c e  a n d  t h e  A t t o r n e y  f o r  High land  R e g i o n a l  

Medical C e n t e r  w e r e  i n t e r v e n o r s  o f  record i n  t h i s  m a t t e r .  T h e r e  

w e r e  a l so  s e v e r a l  consumers  p r e s e n t  a t  t h e  h e a r i n g  who v o i c e d  

o p p o s i t i o n  t o  t h e  p roposed  ra te  i n c r e a s e .  The e n t i r e  m a t t e r  

is now s u b m i t t e d  fo r  a f i n a l  d e t e r m i n a t i o n  by t h i s  Commission. 

T e s t  Period 

The A p p l i c a n t  proposed and the Commission h a s  adopted t h e  

twelve ( 1 2 )  months e n d i n g  A p r i l  30, 1980, as  t h e  t e s t  per iod  f o r  

determining t h e  reasonableness of t h e  p roposed  rates. Proforma 

a d j u s t m e n t s  have  been  i n c l u d e d  where  f o u n d ,  f a i r ,  j u s t  a n d  r e a s o n -  

able. 

Revenues a n d  Expenses  

The A p p l i c a n t  p roposed  s e v e r a l  p roforma a d j u s t m e n t s  t o  

r e v e n u e s  and  e x p e n s e s  as r e f l e c t e d  on its Compara t ive  Income 

S t a t e m e n t .  The Commission will accept i n  full f o r  rate-making 

p u r p o s e s  some of t h e  proposod a d j u s t m e n t s .  Ilowover, t h o s o  rejected 

or  m o d i f i e d  are more f u l l y  discussed below. 

(1) The A p p l i c a n t  p roposed  a n  increase i n  wages of $998 

for t h e  ma in tenance  man a n d  bookkeeper  and a s a l a r y  of $18,000 t o  



be e s t a b l i s h e d  for t h e  new manager.  The Commission is of t h e  

o p i n i o n  t h a t  t h e  costs a c t u a l l y  i n c u r r e d  d u r i n g  t h e  test year 

for t h e  ma in tenance  man and bookkeeper w e r e  a d e q u a t e  a n d  t h a t  

a salary of $12,000 is a more reasonable amount t o  be e s t a b l i s h e d  

f o r  t h e  manager based o n  s i m i l a r  u t i l i t i e s  of this s i ze  for ra te  

making p u r p o s e s .  

( 2 )  The A p p l i c a n t  p roposed  an  a d j u s t m e n t  t o  t r a n s m i s s i o n  

a n d  d i s t r i b u t i o n  expense  of $3,402. The  A p p l i c a n t  f i l e d  n o  e v i -  

dence  t o  J u s t i f y  $1,200 of t h i s  a d j u s t m e n t  therefore, t h e  Com- 

m i s s i o n  h a s  exc luded  t h i s  amount from c o n s i d e r a t i o n  h e r e i n .  The 

r ema in ing  amount of t h e  a d j u s t m e n t  was for  e lectr ic  expense  and 

the cost of a new pump. The Commission is of t h e  o p i n i o n  t h a t  

t h e  cost of $1,601 for t h e  new pump is a capi ta l  i t e m  and ,  

t h e r e f o r e ,  s h o u l d  n o t  be i n c l u d e d  i n  t h e  o p e r a t i o n  and  ma in tenance  

expense  of the A p p l i c a n t .  

(3) The A p p l i c a n t  p roposed  a n  increase oT $732 for  automo- 

bile expense  w i t h  no j u s t i f i c a t i o n  from t h e  e v i d e n c e  of record for 

this a d J u s t m e n t .  The Commission is of t h e  o p i n i o n  t h a t  t h e  costs  

a c t u a l l y  i n c u r r e d  d u r i n g  t h e  tes t  year s h o u l d  be t h e  amount i n -  

c l u d e d  for  rate making p u r p o s e s  due  t o  t h e  l a c k  of s u p p o r t  for 

any a d d i t i o n a l  cost .  

( 4 )  The A p p l i c a n t  p roposed  a n  a d j u s t m e n t  t o  o u t s i d e  services 

of $5,000 of w h i c h  $1,500 w a s  f o r  a c c o u n t i n g  s e r v i c e s  r e n d e r e d  o u t -  

s ide of t h e  test p e r i o d .  The Commission is of t h e  opinion that 

$2,500 s h o u l d  be r e a s o n a b l e  t o  c o v e r  a n n u a l  p r o f e s s i o n a l  s e r v i c e s  

for a u t i l i t y  of t h i s  s ize.  

( 5 )  The A p p l i c a n t  p roposed  an a d j u s t m e n t  t o  r e n t  e x p e n s e  

i n c l u d i n g  i n s u r a n c e  of $2,500 p a y a b l e  t o  t h e  manager of t h e  company 

for office space i n  t h e  b a s e m e n t  of his h o m e .  The Commiss ion  is 

of t h e  o p i n i o n  t h a t  $1,200 f o r  r e n t  a n d  $100 f o r  i n s u r a n c e  s h o u l d  

be s u f f i c i e n t  t o  a c q u i r e  t h e  amount of off ice  space r e q u i r e d  f o r  

a company of t h i s  s ize.  

(6) The A p p l i c a n t  p roposed  a n  addus tment  i n  t e l e p h o n e  

u t i l i t y  expense  of $1,370 based on t w o  (2) phones i n  service 

d u r i n g  t h e  test  year. T h i s  expense  w a s  a d j u s t e d  t o  r e f l e c t  t h e  
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current use of one phone in that the second phone is no longer 

in service. The amount found reasonable in this case was $777. 

(7) The Applicant proposed an adjustment of $20,000 for 

the  extension of water lines to serve areas without water service. 

This adjustment should not be included on the Income Statement 

in that the adjustment involves capital items which are not oper- 

ating expenses. The Commission is of the opinion that the Ap- 

plicant shall file an application for approval of the construc- 

tion of these facilities and any other construction which involves 

significant capital outlay. 

( 8 )  The Commission has adjusted depreciation expense by 

$947 to reflect the proforma depreciation based on a depreciation 

schedule submitted by the Applicant. 

(9 )  The Applicant proposed an adjustment for taxes of 

$6,160 including sales tax.  The amount for sales tax was in- 

correctly recorded by the Applicant and has been excluded. The 

Commission has adjusted taxes to $5,498 of which $3,545 was for 

state and federal income taxes. 

Based on the foregoing analysis, the level of annual 

operating expenses, including depreciation and taxes, found reason- 

able for the Applicant was $121,915. Using an operating ratio 

of eighty-eight percent ( 8 8 % ) ,  revenues of $139,556 will be neces- 

sary to meet the reasonable operating costs of providing water 

service to its customers. The following is a schedule showing 

the effect on net income after the accepted adjustments to reve- 

nues and expenses. 

Proforma Proforma 
Actual Requested Found Reasonable 

Operating Revenues $91,187 $175,340 $139,556 

Operating Expenses 87,159 158,394 - 121,915 
Operating Income $ 4,028 $ 16,946 $ 17,641 

Interest Expense 2,229 1,500 1,500 

$ 1,799 9 15,446 $ 16,141 Net Income 
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a 
O t h e r  I s s u e s  

T h i s  agency  is c h a r g e d  by s t a t u t e  w i t h  t h e  r e s p o n s i b i l i t y  

of s e e i n g  t h a t  safe and a d e q u a t e  s e r v i c e  is p r o v i d e d  t o  the cus -  

tomers s e r v e d  by t h e  p u b l i c  u t i l i t i e s  i n  t h i s  s ta te .  T h e r e f o r e ,  

t h e  Commission is g r e a t l y  c o n c e r n e d  w i t h  t h e  A p p l i c a n t ' s  f a i l u r e  

t o  f u l l y  c o m p l y  with t h e  Orders of its predecessor, t h e  P u b l i c  

Service Commission, i n  Cases N o .  4700 and 6574, dated August 10 ,  

1966, a n d  October 1, 1976, r e s p e c t i v e l y .  These  O r d e r s  d e t a i l e d  

improvements n e c e s s a r y  i n  order for t h e  A p p l i c a n t  t o  p r o v i d e  

a d e q u a t e  s e r v i c e  t o  its customers. 

The Commission w i s h e s  t o  apprise  the Applicant of the 

s e r i o u s n e s s  of i ts  non-compliance w i t h  l a w f u l  o r d e r s ,  and f u r t h e r -  

m o r e  t h a t  as a r e s u l t  of t h i s  non-compliance,  i t  I s  subject t o  

t h e  imposition of p e n a l t i e s  u n d e r  Kentucky Rev i sed  S t a t u t e  278.990. 

I n  o r d e r  t o  a v o i d  t h e  i m p o s i t i o n  of s u c h  p e n a l t i e s ,  t h e  

A p p l i c a n t  s h o u l d  take immediate a c t i o n  t o  a c c o m p l i s h  t h e  improve- 

m e n t s  s p e c i f i e d  i n  t h e  O r d e r s  i n  C a s e s  N o .  4700 and 6574 and  s h o u l d  

report said action t o  t h e  Commission w i t h i n  t h i r t y  (30) days of 

t h e  date of t h i s  Order. 

A f u r t h e r  area of immense c o n c e r n  t o  t h e  Commission is 

t h a t  t h e  A p p l i c a n t  placed u n a u t h o r i z e d  rates i n t o  e f fec t  even  

after n o t i f i c a t i o n  by t h e  Commission t h a t  t h i s  a c t i o n  would be 

imprope r .  The  Commission f u r t h e r  f i n d s  t h i s  t o  be u n c o n s c i o n a b l e  

and w i l l  n o t  tolerate f u r t h e r  s u c h  b l a t a n t  disregard for Kentucky 

l a w s  and  Commission r e g u l a t i o n s .  

Summary 

The Commission, after c o n s i d e r a t i o n  of a l l  t h e  e v i d e n c e  

of r e c o r d  a n d  b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and f i n d s  t h a t :  

1. The ra tes  p roposed  by t h e  A p p l i c a n t  are u n f a i r ,  u n j u s t  

and u n r e a s o n a b l e  i n  t h a t  t h e y  would p r o d u c e  revenues i n  excess of 

t h o s e  found r e a s o n a b l e  h e r e i n  and s h o u l d  be d e n i e d .  

2 .  The rates prescribed and  set f o r t h  i n  Appendix " A " ,  

attached hereto and m a d e  a part hereof, are the f a i r ,  just and 

reasonable rates t o  c h a r g e  fo r  w a t e r  service r e n d e r e d  by Aux ie r  
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Water Company, i n  t h a t  based on tes t  p e r i o d  o p e r a t i n g  c o n d i t i o n s ,  

these rates w i l l  p r o d u c e  a n n u a l  r e v e n u e s  of $139,556 a n d  w i l l  

p e r m i t  t h e  A p p l i c a n t  t o  meet i ts  reasonable o p e r a t i n g  e x p e n s e s  

and  t o  accumula t e  a r e a s o n a b l e  s u r p l u s  f o r  e q u i t y  g rowth .  

3. I n  t h i s  I n s t a n c e ,  t h e  d e t e r m i n a t i o n  of! rates and 

r e v e n u e  r e q u i r e m e n t s  s h o u l d  be based on t h e  o p e r a t i n g  ra t io  

method. 

(1) 

4 .  An o p e r a t i n g  r a t i o  of a p p r o x i m a t e l y  0.88 w i l l  r e s u l t  

from t h e  r e v e n u e s  of t h e  A p p l i c a n t  and s h o u l d  p r o v i d e  a reason- 

able r e t u r n  margin i n  t h i s  ins tance.  

5 .  The A p p l i c a n t  increased customer d e p o s i t s  d u r i n g  t h e  

y e a r  and t h e  amounts  t o  be c h a r g e d  by t h e  A p p l i c a n t  s h a l l  be 

a c c o r d a n c e  w i t h  807 KAR 25 :020 ,  S e c t i o n  7 which  states t h a t  a 

u t i l i t y  may require from any cus tomer  €or s e r v i c e  a minimum 

cash deposit  or t h e  g u a r a n t y  t o  s e c u r e  payment of b i l l s  of a n  

amount n o t  t o  exceed t w o - t w e l f t h s  ( 2 / 1 2 )  of t h e  es t imated a n n u a l  

bill of s u c h  c u s t o m e r ,  w h e r e  bills are r e n d e r e d  month ly .  

6 .  The A p p l i c a n t  began b i l l i n g  i ts  p roposed  ra tes  on and  

a f t e r  October 1, 1980, w i t h o u t  a u t h o r i z a t i o n  from t h i s  Commission. 

Thus  t h e  A p p l i c a n t  s h o u l d  submit a plan  t o  r e f u n d  a l l  m o n i e s  

collected of t h e  $ 6 , 4 0 1  b i l l e d  u n d e r  rates t h a t  were i n  excess 

of those a u t h o r i z e d  by this Commission i n  i ts Orde r  d a t e d  March 

22,  1977, i n  Case  No. 6580. 

ORDERS IN THIS MATTER 

The Commission, on  t h e  bas i s  of t h e  f i n d i n g s  h e r e i n b e f o r e  

se t  f o r t h  a n d  t h e  e v i d e n c e  of record i n  this m a t t e r ,  

HEREBY ORDERS t h a t  t h e  ra tes  and c h a r g e s  i n  Appendix "A" 

h e r e t o  a t t a c h e d  and  made a p a r t  hereof are f i x e d  and  p r e s c r i b e d  

ae t h e  ratee for wntor m r v i c o  rondorcd by Auxjcr  Water Company 

on and a f t e r  t h e  d a t e  of t h i s  O r d e r .  

1) O p e r a t i n g  r a t io  is d e f i n e d  as t h e  r a t i o  of e x p e n s e s  i n c l u d i n g  
d e p r e c i a t i o n  and  t a x e s  t o  gross r e v e n u e s .  

O p e r a t i n g  Ratio = Gross Revenues 
O p e r a t i n g  Expenses  p l u s  D e p r e c i a t i o n  & T a x e s  
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IT IS FURTHER ORDERED t h a t  t h e  rates p roposed  by Auxier  

Water Company and  set o u t  i n  t h e  A p p l i c a t i o n  i n s o f a r  as  t h e y  

d i f f e r  from t h o s e  i n  Appendix "A" be and h e r e b y  are d e n i e d .  

IT  IS FURTHER ORDERED t h a t  Auxier  Water Company s h a l l  

f i l e  w i t h  t h i s  Commission w i t h i n  t h i r t y  ( 3 3 )  d a y s  from t h e  da te  

of t h i s  O r d e r  i ts r e v i s e d  t a r i f f  sheets s e t t i n g  o u t  t h e  rates 

approved  h e r e i n .  F u r t h e r ,  t h a t  a copy of t h e  A p p l i c a n t ' s  R u l e s  

and  R e g u l a t i o n s  for p r o v i d i n g  service s h a l l  be f i l e d  w i t h  t h e  

s a i d  t a r i f f  s h e e t s .  

IT IS FURTHER ORDERED t h a t  Auxier  Water Company shall 

p r e p a r e  and  f i l e  a de t a i l ed  p l a n  w i t h  a l i s t i n g  of t h e  cus -  

tomers and t h e  m o u n t  t o  be r e f u n d e d  t o  e a c h  customer f o r  t h e  

amounts  c h a r g e d  under  rates i n  e x c e s s  of t h o s e  a u t h o r i z e c '  b y  t h e  

Commission i n  i ts O r d e r  i n  C a s e  No. 6580. T h i s  p l a n  s h a l l  be 

f i l e d  w i t h  t h e  Commission w i t h i n  t w e n t y  (20)  days from t h e  

da te  of t h i s  O r d e r .  

IT IS FURTHER ORDERED t h a t  Aux ie r  Water Company s h a l l ,  

w i t h i n  t h i r t y  (30) d a y s  of t h e  d a t e  of t h i s  O r d e r ,  f i l e  w i t h  

t h e  Commission a detai led repor t  of ac t ion  t a k e n  t o  comply w i t h  

the O r d e r s  i n  Cases N o .  4700 and 6574. 

Done a t  F r a n k f o r t ,  Kentucky,  t h i s  31st day of October, 1980 

UTILITY REGULATORY COMMISSION 

Chairman 

Vice Chairman 

Commissioner 

ATTEST : 

Secretary 



I T  I S  FURTHER ORDERED t h a t  t h e  rates p roposed  by Auxier  

Water Company and  set  o u t  i n  t h e  A p p l i c a t i o n  i n s o f a r  as t h e y  

d i f f e r  from those i n  Appendix "A" be and he reby  are d e n i e d .  

IT IS FURTHER ORDERED t h a t  Auxier  Water Company s h a l l  

f i l e  w i t h  t h i s  Commiss ion  w i t h i n  t h i r t y  (30) days  from t h e  date 

of t h i s  Order i ts r e v i s e d  t a r i f f  s h e e t s  s e t t i n g  o u t  t h e  rates 

approved h e r e i n .  F u r t h e r ,  t h a t  a copy of t h e  A p p l i c a n t ' s  R u l e s  

and R e g u l a t i o n s  f o r  p r o v i d i n g  s e r v i c e  s h a l l  b e  f i l e d  w i t h  t h e  

said t a r i f f  s h e e t s .  

IT IS FURTHER ORDERED t h a t  Auxier Water Company s h a l l  

p r e p a r e  and f i l e  a de ta i led  p l a n  w i t h  a s t a t e m e n t  of t h e  cus -  

tomers and t h e  amount t o  be r e f u n d e d  t o  e a c h  customer f o r  t h e  

amounts cha rged  i n  e x c e s s  of t h e  a u t h o r i z e d  rates p r i o r  t o  t h e  

date  of t h i s  O r d e r .  T h i s  p l a n  s h a l l  be P i l e d  w i t h  t h e  C o m i s s i o n  

w i t h i n  twenty  (20)  d a y s  from t h e  date of t h i s  Orde r .  

IT IS FURTHER ORDERED t h a t  Auxier  Water Company s h a l l ,  

w i t h i n  t h i r t y  (30) days  of t h e  d a t e  of t h i s  Order, f i l e  w i t h  t h e  

C o m i s s i o n  a d e t a i l e d  r e p o r t  of ac t ion  t a k e n  t o  comply w i t h  t h e  

Orders i n  C a s e s  No. 4700 and 6574. 

Done a t  F r a n k f o r t ,  Kentucky,  this 

UTILITY REGULATORY COMMISSION 

- 
ice Chairman 

I 

ATTEST : 

-Secretary 



APPENDIX "A" 

APPENDIX TO AN ORDER OF THE U T I L I T Y  REGULATORY 
COMMISSION IN CASE NO. 7869 DATEDOCTOBER 31, 1980 

The f o l l o w i n g  rates are prescribed for a l l  customers served 

by Auxier Water Company. A l l  o t h e r  rates and charges not speci- 

f i c a l l y  m e n t i o n e d  h e r e i n  shall remain the same as those i n  effect 

prior to the  date of t h i s  Order. 

R a t e s :  Monthly 

F i r s t  1 , 0 0 0  gallons 
Next 1,000 gallons 
Next 6,000 gallons 
N e x t  6,000 gal lons 
Over 14,000 gallons 

$6.30 
3.50 
3.00 
2 . 5 0  
2.00 

The minimum bill s h a l l  be $6.30 per month and s h a l l  e n t i t l e  
t h e  user t o  1,000 gallons of water or less per month. 


